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Reports for Action
BY WILLIAM W . GERECKE

Principal, San Francisco Office
Presented before the San Francisco Chapter of The California
Society of Certified Public Accountants—December 1959

THE term Management Reports conjures up many types and styles
of reports, from the conventional income statement to analyses
of product cost. T o each of you it probably suggests a specific
presentation of information you have found to be valuable. However, management reports, by their title, should basically report on
the performance of managers. This group of men in every business
enterprise is responsible for making a profit. They have the responsibility for making the decisions that direct the business, regardless
of their titles, the size of the business, or the formality of the organization. They produce sales and they incur expenses, Although
they work collectively, they act as individuals, and these actions
should be measured.
P U R P O S E O F REPORTS
Successful management has frequently been described as one
that has made the right decisions 51 per cent of the time. Regardless
of the validity of this statement, it is indicative of the difficulty of
decision-making. It may also be indicative of the inability of management to localize the responsibility for action and to initiate steps
to take advantage of the circumstances whether it be to increase
sales activity or to eliminate the cause of unusual overtime. Decisions
generally have their origins in historical facts or in plans for the
future. Where they are applicable, accounting reports to management should strive to satisfy either source by providing comprehensive knowledge of what has happened that can be applied to predictions of what will happen. This can frequently be accomplished
by identifying the problem in terms of specific responsibilities for
action, thus enabling management to concentrate on the decisions
at hand.
The growth of business in both size and complexity has increased the chief executive's need for a reporting system that recognizes the accomplishments of each manager. He is at the point of
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action—where sales are produced and expenses are incurred. The
reporting system should focus on the efforts of the individual manager by indicating his profit contribution, for profits are created
through the efforts of people to control expenses as well as to maintain sales at profitable levels. The manager also needs this information as a measure of the effectiveness of his decisions, for he is part
of a group of managers whose decisions influence the success of a
business. It is the efforts of these men at the points of action that
the chief executive must praise or challenge if he is to assure the
continuity of profits.
THE PROBLEM WITH REPORTS
Unfortunately, few chief executives receive management reports
that describe the results of management. Instead they generally
receive a functional statement of operations that describes the general health of the business. Nowhere in such a financial statement
can the chief executive or the owner of the business determine the
contribution each of his managers has made to the net profit. These
facts are usually buried and can only be resurrected by special analyses. Management reports traditionally suffer the fact that they are
historical even when timely, but when they must be supplemented by
special analyses their value is further diminished.
Likewise, the managers, whether they are foremen, sales managers, or accounting supervisors, rarely have a good comprehension
of the effect of their operations on the profits of the business. How
frequently one hears these men speculating on the cost of operating
their departments, and yet how rarely is this curiosity satisfied by
departmental operating reports prepared at regular intervals. These
men are at the points of action in every organization. Their jobs
require them to make decisions frequently. They should be assured
a means of measuring the effectiveness of their decisions.
ATTACKING T H E PROBLEM
Management needs an integrated system of reports on the quality
of decision-making, a means of maintaining management control. This
need is usually most evident in programs for controlling expenses
where effectiveness of control can be appraised only by measuring
the efforts of the individuals responsible for control, rather than by
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measuring the business as a whole. So the first requirement of the
system is that it report on the execution of responsibilities by department heads, foremen, and general managers. The second requirement is that the accounting for the system be simple and straightforward, and the third is that the reporting be timely.
Responsibility accounting provides the means of satisfying the
first requirement, for it associates the daily transactions of the business with the managers responsible for the execution of these transactions. Thus, it has the potential to direct to specific areas of control
the stream of facts that pass through the accounting department. The
buried transaction becomes a thing of the past, for managers as well
as accountants become interested in the correctness of each distribution. Managers are suddenly profit-conscious.
Accounting simplicity can be achieved through the use of natural
account descriptions identified by a logical sequence of account
numbers. Natural accounts provide for the accumulation of income
or expenses by their basic elements rather than by job or functional
categories. Salaries and wages, for example, might be classified by
type of employee as to base wage, such as salesmen, clerical, or supervision, and by premium pay and fringe benefits. Thus, basic analysis of
what each manager has done is accomplished in the initial accounting
distribution of each transaction. The use of natural accounts will also
facilitate the consolidation of transactions for financial statements, for
there will be a common definition of the elements of income or expense, irrespective of the area of responsibility.
Timely reporting of accomplishment is the third requisite of a
successful system of management reports. The reporting system must
be organized to record information promptly if management is to
act on facts rather than on intuition. Much can be done in this respect
by reviewing the sources of information required to prepare periodic
operating reports and by assigning a completion date to each source.
If journal entries are the source records for the accounting system,
the chief accountant should assign a due date to each standard entry
and should indicate the accountant who is to prepare the entry. A
number of entries, such as depreciation, insurance, and taxes, can usually be be prepared and posted before month-end. Methods of handling
entries, which can only be prepared at month-end, should be streamlined to facilitate a prompt closing. Accounts payable, for example,
can usually be closed by the fifth working day if accruals are made
from purchase orders or receiving documents for significant items
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and the remainder of the nominal, recurring expenses are allowed to
fall in the following period.
The business machine manufacturers have also come to the aid
of the accountant in solving the problem of timeliness by introducing
a wide variety of machines and devices committed to the task of
coping with business data-processing problems. Their application
will be discussed later.
T H E REPORTING SYSTEM
The scope of the reporting system is a function of executive management's recognition of the problem of control. A s a practical matter,
nearly every business organization, regardless of size, delegates authority to act quite a way down in the organization, but there is
frequently a reluctance to tell these men at the lowest management
level how they are doing. Familiarity with the requirements of the
job does not necessarily mean comprehension of the cost of doing
it. This is a fact many businessmen overlook when they create their
reporting systems. Yet these same businessmen expect their firstline supervisors to exercise good judgment when making decisions
about the use of men and materials.
The objective of the reporting system should be to report to
the first line of supervision—the point of action. This level may vary
with the size of the organization, but it can be identified most effectively by preparing an organization chart to portray the line-reporting
relationship of the various managers. The reports should pyramid
from the point of control to the executive head of the organization
and they should summarize details at each successively higher level
of management. The broader the manager's responsibilities the lesser
are his interests in a myriad of details. A summary of all salesmen's
salaries is usually more meaningful to a Regional Sales Manager than
the details of amounts paid to trainees, salesmen, and sales displaymen. This information is important to the District Sales Manager,
however, for it keeps him apprised of the cost of his plan of action.
Summary reports of income or expenses to the next higher levels
of supervision should describe what was done and by whom. This is
accomplished by reconciling the performance report of each subordinate manager in total with the total of the income or expense transactions reported by their natural descriptions in the summary reports.
In this manner it is possible to relate the responsibility for performance from the top to the bottom of the organization and to direct in408

quiries to specific managers rather than to search through every
department in quest of answers. The profit contribution of each manager is clearly identified and yet the traditional presentation of income
or expenses by natural types is preserved.
PERFORMANCE MEASUREMENT
Reports on management performance are valuable records of
action by the men who make the day-to-day operating decisions, but,
by themselves, reports on current activities lack any measure of quality. They are purely measurements of quantity describing how much
was done, rather than how well it was done. A s long as a business is
profitable, businessmen are prone to gauge their proficiency by history. "I'm doing as well or better than this time last year" is a fairly
common expression of this state of mind. This comparison can rarely
direct the efforts of a group to attain its potential or identify the
causes of problems. It merely compounds the errors and the windfalls
from the inception of the business, for there is rarely any method of
flagging the unusual transactions as a means of preserving "true
performance" for comparative purposes.
Reports for action need a second dimension that can act as a
guide or standard of quality for the manager and his superior to
use in judging his performance. Operating budgets and standard cost
allowances are two examples of the yardsticks commonly used in business for this purpose. Each serves to provide the manager with a goal
or a standard of conduct established in advance by mutual agreement
between the manager and his superior.
When these measurement tools are used they should be included
in the system of management reports so that a comparison of performance and goals is made concurrently. Results can then be interpreted
in the proper frame of reference—what was anticipated, rather than
what happened in entirely different circumstances a year ago. In
1958 many businesses were affected by the recession; in 1959 many of
these same businesses set new earnings records. A comparison of the
results of these two years would not do justice to either year, for in
neither case is there a valid basis for determining what might have
been done. A comparison with potential, on the other hand, should
provide a balanced judgment, since the potential would be derived
by considering historical facts in the light of anticipated conditions.
Modern management reporting in systems comparing actual
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results with standard generally limits the presentation to actual and
variance, omitting the budget or standard allowance. The standards
or budgets are usually available to the managers, and thus will only
detract from the significance of the performance reports, where the
emphasis should be on accomplishment. It is not unreasonable to
conceive of performance reports stated only in terms of variances
when managers have acquired a thorough comprehension of their
responsibilities expressed in dollars.
SEPARATION FOR RESPONSIBILITY REPORTS
The first step in a program to create responsibility reporting is
to identify the areas of management responsibility and to portray
them in an organization chart. A numerical accounting code should
be assigned to each of the areas on the chart. A three-digit code
will suffice for most organizations, automatically recognizing three
levels of management responsibility. For example, assume that the
number 213 identifies a specific sales district; 210 will identify the
district with a specific sales region; and 200 will identify the region
with the sales division. Each digit indicates a level of management
reporting and the individual to whom the report is directed.
Next, the responsibilities of each manager should be defined. This
can be accomplished at meetings with department heads and their
superiors by identifying the personnel on a current payroll with the
manager who has primary responsibility for their employment. The
other elements of income and expense of the business can also be
covered at these meetings. This review will help to define the scope
of the manager's responsibilities and will clarify his understanding of
his job. A t the same time it will provide the accountants with an accounting description of each manager's responsibilities.
The second step in the program is to prepare departmental accounting
manuals based on the review of responsibilities. The manual is the basic
means of communicating to managers and accountants the content and
intent of accounts, and assures the continuity of accounting treatment
through changes in both managers and accountants. Verbal instructions and assorted memoranda are no substitute for a manual that
presents basic company accounting policy as well as insight into the
scope of each manager's responsibilities. A departmental manual
common to several managers would suffice where the nature of their
jobs is alike. The creation of the accounting manuals the first time
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will require considerable effort, but thereafter revisions, as the result
of changes in organization structure or in accounting policy, will be
relatively easy to handle.
The account numbers can also perform an important function
in the preparation of information for management by arranging the
accounting data in a logical sequence and by providing for the automatic summarization of information for the different levels of management. The first step in the assignment of account numbers is to decide
which elements of income or expense can logically be summarized
together. For example, four primary classes of expenses may be present in dealing with operating expenses: salaries and wages, production
materials, operating supplies and expenses, and facility expenses. The
next lower level of detail in salaries and wages might identify the
general types of employees, such as clerical, supervisory, and general
and professional; and the third level might identify specific types of
employees, such as secretaries, bookkeeping machine operators, and
accounting clerks. A sample account number for one of these elements
of expense will illustrate the point. If 5134 identifies all employees
classified as secretaries, it is possible to match each digit with one of
the levels of information just described. The "3" identifies clerical
salaries, the " 1 " salaries and wages, and the "5" operating expenses.
Thus, each of the three high-order digits, 5-1-3, indicates a point of
summarization that will correspond with a specific level of management responsibility.
A t this point all of the elements of responsibility accounting and
reporting are present. There is one important consideration that must
be recognized before pressing the start button. The accounting system
is prepared to recognize two separate sets of facts concurrently. First,
it is geared to account for responsibilities, and hence each accounting
distribution must designate a manager. Second, it will accumulate
transactions by types, and therefore each accounting distribution must
also designate an account. Thus, the system is accounting in two
separate dimensions—by responsibility and by account. The codes
that identify each are separate although constructed by the same
principle of automatic summarization through the logical use of numbers.
PREPARATION OF RESPONSIBILITY REPORTS
Accounting for responsibility will usually increase the size of
the accounting records over those maintained when accounting only
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for company or geographical operations. There are several methods
of solving this problem without materially increasing the size of the
accounting department to cope with the preparation of reports at
month-end. The two principal criteria to be considered in choosing
the appropriate method of data processing are the number of areas
of responsibility to be recognized in the system and the amount of
detail required by the chart of accounts.
When manual methods are used, the income and expense ledgers
should be organized by responsibility codes with the detail by accounts maintained within these controls. This is the primary means
of using the information for internal management, and thus will satisfy the most frequent needs for reference. The accumulation of income or expenses for the business as a whole can be obtained readily
by preparing departmental trial balances on preprinted peg strips and
by cross-footing the amounts. A s a rule of thumb, one ledger clerk can
generally handle the posting and report preparation on a timely basis
for approximately 25 areas of responsibility.
When there are more than 25 areas of responsibility, the potential
for bookkeeping or tabulating equipment should be evaluated for this
and other suitable machine applications. A single bookkeeping machine will function effectively in handling the accounting and reporting of 25 to 75 areas, while tabulating equipment can handle up to
several hundred areas on a timely basis. Service bureaus offer any
business the opportunity to use tabulating equipment at nominal cost.
When a system of responsibility reporting is used in conjunction with
a profit-planning system, tabulating equipment is the most satisfactory
data-processing method because of its ability to make comparisons
between plan and actual while preparing performance reports.
CONCLUSION
Decision-making is management's toughest job; it is tougher
when managers must make decisions with only limited facts. Reports
to management from a system of responsibility accounting enable
management to focus on the decision-making at the first level of
supervision—the point of action—and to judge the accomplishments
of individual managers. These men also benefit, for they have a
record of what has happened to help them decide what should happen.
Responsibility accounting is a dynamic form of management accounting that is relatively easy to install, for it merely requires that
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each transaction be identified with a manager as well as an account.
It is applicable in businesses of any size, for almost every owner
delegates some responsibilities for action. If his business is to grow
and prosper he must consider this problem, but he should also be
assured that each manager will be held accountable for the execution
of his responsibilities.
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